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It is important to promote China's network education industry through clarifying its 
industrial economic principles in terms of cost and quality, aiming to guide the optimal 
allocation of social resources, to create high-quality educational output values-oriented 
competition, and to establish the endogenous mechanism for the development of 
high-end network education industry. Currently, most theoretical research of the 
network education industry still focus on comparative analysis with traditional 
education, or single case study of educational institution. Other critical economic 
theoretical issues, such as the industrial structure, industrial operating rules and the 
game-theory analysis of the industrial competition are not involved. This paper builds 
the cost-quality economic model of the online education industry on the perspective of 
industrial organization theory in managerial economics field, to explore the relationship 
between its cost and quality, trying to fill this research gaps in economic theory. 
This paper considers the products of online education as private stuff, applies the 
Cobb-Douglas function to explain the output of network education industry, set up 
cost-quality model of network education industry and vertical product differentiation 
model for the education supplier to analyze the competitive equilibrium and relevant 
problems concerning quality determinant factors. This paper suggests that under the 
cost-minimization strategy for network educational institutions, the quality level of 
education services is the point to match the minimum cost of education suppliers, rather 
than to meet all the students’ demand of output quality. Meanwhile, the online education 
institutions only to meet the needs of some consumers while others are excluded, as the 
profit-maximizing strategy options. Therefore, the online education companies have the 
motivation to control the quality and amount of output. Thus, the scale economies of 
network education industry, which is one of its crucial industrial characteristics, will be 
broken, resulting in a net loss of social welfare. The paradox of this phenomenon to the 














To solve the above problem, this paper puts forward relevant policy 
recommendations. Firstly, a reasonable minimum quality-assurance cost of the 
education suppliers is needed. Necessary barriers to entry into the network education 
industry should be set up to guarantee the profit of these high-cost, high-quality 
education institutions, and to avoid excessive competition in the market suffered its 
impact. Secondly, the private goods nature of network education should be limited, and 
increase the public nature of online education. Promote the network educational 
institutions to improve education quality through system design, and expand the amount 
of education output, fully meet the educational demands of the entire society, and 
achieve its economies of scale. 
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